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NET INFLOWS of savings to the principal
types of financial intermediaries reached a
new high in 1961. The consumer sector,
which includes nonprofit organizations,
added $29 billion to its holdings of sav-
ings accounts and claims on insurance and
pension reserves.
Preliminary data indicate a further gain
during the first 3 months of 1962, when
savings account balances rose more than in
any other quarter on record. The larger
gain was accounted for mainly by expan-
sion of time and savings deposits at com-
mercial banks, stimulated by widespread
announcements of higher interest rates.
Both mutual savings bank deposits and
savings and loan association share accounts
also continued to show substantial aggre-
gate gains, reflecting in part some announce-
ments of more liberal payments. For all
types of institutions, however, there were
wide geographical variations in experience,
and it seems evident that competitive rela-
tionships are still changing.
In a broader historical context, the large
savings inflows of 1961 and 1962 to date
continue the strong growth trend of the past
decade. Consumer investments through fi-
nancial intermediaries have more than
doubled over this period, partly because of
the rising trend in personal income but also
because of some diversion of consumer pref-
erences from other financial assets. In par-
ticular, balances in savings accounts and in-
surance and pension reserves have increased
relatively in comparison with consumer
holdings of U. S. savings bonds, of cash
and demand deposits, and of bonds and
mortgages. The recent increases in rates
paid on savings accounts appear to have
reinforced this tendency.
INSTITUTIONALIZED ASSET FORMS
HOLDINGS OF CONSUMER SECTOR
NOTE.—Flow-of-funds data for end of year.
The rapid expansion of financial inter-
mediaries has helped mobilize a large pool
of capital to meet the nation's diverse credit
needs. As investors, these institutions are to
some degree specialists. Despite this spe-
cialization, the volume of funds moving
among investment markets, in response to
changes in demands, appears to have been
generally adequate to date.
RECENT DEVELOPMENTS
The net inflow of savings into commercial
banks, mutual savings banks, and savings
and loan associations during the first quar-
ter of 1962 was a record $8.2 billion,
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after seasonal adjustment. This amount was
nearly half again as much as in any quarter
last year.
Commercial banks. Most of the expansion
in net savings inflow to financial institutions
this year has been accounted for by com-
mercial bank time and savings deposits.
In the first quarter these rose $5.2 billion,
seasonally adjusted, which was 68 per cent
INCREASES IN SELECTED SAVINGS DEPOSITS
AND SHARES
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1 Includes time and savings deposits except interbank and U. S
Government time deposits. Data for 1961 adjusted to eliminate an
increase resulting from reclassification of foreign central bank deposits
and the effect of a large special transaction.
NOTE.—Changes derived from data adjusted for seasonal variation
by Federal Reserve; first quarter 1962 preliminary. Data from
National Association of Mutual Savings Banks and Federal Savings
and Loan Insurance Corporation.
more than in any quarter of 1961. The more
rapid growth reflected largely the higher
rates paid on such deposits by many banks
after Federal regulatory agencies raised
maximum permissible rates, effective Jan-
uary 1. By mid-January, half of all mem-
ber banks had raised rates on savings ac-
counts, and two-thirds had raised rates on
other time deposits.
Part of the expansion in savings flow to
commercial banks resulted from the more
rapid growth in time deposits of corporations
and State and local governments. But it
appears that the increase in holdings of the
consumer sector, as defined in the Board's
flow-of-funds accounts, was markedly larger
than in other recent quarters and that it
accounted for a major share of the gain.
Other intermediaries. Despite the abrupt
increase in savings flows to commercial
banks, balances at other types of depositary
institutions also continued to rise at a rapid
pace. The first-quarter gain in savings and
loan association share accounts was the
same as in the record fourth quarter of
1961; the flow to mutual savings banks
was considerably higher than last year and
above earlier peaks. Without the wide-
spread increases in commercial bank rates,
of course, the inflow to these savings insti-
tutions might have been larger.
Geographic differences. Wide geographical
changes in savings flows this year indicate
the responsiveness of savers to changes in
the rate structure among competing deposi-
tary institutions. The general pattern of in-
creases in savings balances at commercial
banks appears to have been strongest in
areas where advances in interest rates were
not met by other savings institutions. Con-
versely, the smallest gains generally occurred
where rates were not raised.
Rate changes did not affect all institu-
tions similarly, of course, since such factors
as the relative level of rates at competing
institutions, advertising and promotional ef-
fort, and goodwill continue to be important.
Moreover, changes in general economic con-
ditions have affected savings flows differ-
ently from area to area.
Similarity to 1957 shifts. One cannot yet
judge how much of the large increase in
commercial bank savings deposits repre-
sented an initial response to rate increases
rather than a lasting enlargement of net
inflows. The competitive situation in local
markets is still changing, with both commer-
cial banks and other depositary institutions
adjusting their rates in the light of recent
experience and prospects for earnings.
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In some respects the current situation is
similar to that of 1957, when the preceding
increase in the maximum permissible interest
rate for commercial banks became effective.
At that time, too, many banks raised their
rates, and the spread between rates paid on
savings at commercial banks and those at
other depositary institutions narrowed con-
siderably. The response was much the same
as this year—the inflow of funds to com-
mercial banks increased sharply while the
flow to competing depositary institutions
changed little. Prior to 1957, however, the
spread between bank and other institutional
rates had been considerably wider than that
prevailing late in 1961.
The larger savings flow after the 1957 rate
adjustments continued well beyond the pe-
riod of initial impact. During the latter half
of the 1952-61 decade, the growth in time
and savings deposits at commercial banks,
although still less than that for shares at
savings and loan associations, was consider-
ably closer to it than in the first half of
the decade.
Shifts in saving. Inasmuch as inflows to
competing institutions have been main-
tained, it is evident that funds for the growth
in commercial bank time and savings de-
posits came largely from other sources. The
main possibilities include transfers from de-
mand deposits, shifts in ownership of mar-
ketable securities, and increases in financial
saving by consumers from current income.
Indications are that some funds have been
drawn from each source, but how much is
impossible to determine.
Seasonally adjusted demand deposits, in-
cluding corporate and personal balances,
declined $1.1 billion between the last half
of December and the last half of March.
Some of this reduction may have reflected
the temporary character of sharp increases
in balances late last year. There are indica-
tions that some idle demand balances were
shifted to time deposits, either directly or
indirectly through transfers of other assets
among depositors. This is suggested by the
increase in the seasonally adjusted rate of
deposit turnover at banks outside New York
and other financial centers, which in the first
quarter was above the high rate of preceding
months.
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NOTE.—Ratio of total interest or dividends paid during year
to average deposits or shares on! which Interest or dividends
are paid. Data for mutual savings banks are from National
Association of Mutual Savings Banks, for savings and loan
associations (insured) from Federal Home Loan Bank Board,
and for commercial banks (member) from Federal Reserve.
Direct acquisitions of bonds and mort-
gages by the consumer sector in the first
quarter of 1962 were smaller than in the
same period of most recent years, as financial
intermediaries apparently absorbed a larger
share of the net additions to such debt. Indi-
viduals' holdings of U. S. savings bonds also
rose less than last year.
Bank investment policies. Commercial
bank investments in mortgages and tax-
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exempt bonds have risen sharply this year.
Leading to this development were the
growth in savings deposits—traditionally as-
sociated with longer-term investment—the
prospect of a substantial rise in interest pay-
ments to depositors, and the fact that the
volume of business loan demands remained
moderate relative to bank funds available
for lending.
Bank holdings of mortgages increased
$500 million in the first quarter, which was
sharply more than in the same period last
year and above other recent quarters, after
allowance for seasonal tendencies. Net ac-
quisitions of State and local government se-
curities totaled a record $1.5 billion, and
banks also are reported to have lengthened
the average maturity of their municipal
bond acquisitions.
Increased bank purchases have contrib-
uted importantly to the recent declines in
yields on tax-exempt bonds. Since year-end,
the drop has amounted to nearly four-tenths
of a percentage point on the highest quality




The longer-term trend in consumer sector
holdings of both liquid and other financial
assets has been strongly upward. During the
last decade the market value of all such as-
sets more than doubled, rising to over a
trillion dollars at the end of 1961. Somewhat
more than half of the increase resulted from
a rise in the market value of securities, prin-
cipally common stock. The remainder rep-
resented net acquisitions of financial assets.
Most of these were in the form of claims
on financial intermediaries, with only about
20 per cent representing acquisitions of
market instruments, including new stock
issues.
The net annual flow of saving into insti-
tutionalized asset forms of all kinds moved
irregularly upward from $17 billion in 1952
to $31 billion in 1961. Net consumer acqui-
sitions of market instruments dropped from
$4 billion to $1 billion in the same period,
but with wider year-to-year variations. For
example, the largest gain of the postwar
period occurred in 1959, when market inter-
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NOTE.—Other market instruments are corporate bonds and
stock, State and local government securities, and mortgages.
Flow-of-funds annual data.
est rates rose sharply in response to large
governmental and private credit demands
as well as monetary restraints. In that year
the consumer sector acquired $10 billion in
marketable Treasury securities and $4
billion in other bonds and mortgages.
Despite the large absolute expansion in
total consumer financial investment, there
has been no marked increase relative to in-
come. Annual acquisitions have fluctuated
between 8 and 11 per cent of disposable
personal income. The proportion of income
going into institutionalized claims has varied
similarly, without marked trend. But when
cash assets and U. S. savings bonds are ex-
cluded, the proportion of income going to
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financial intermediaries has tended moder-
ately upward.
Many factors appear responsible for the
rise in saving through financial intermedi-
aries. Among the more important have been
the increase in the rate of return on such
claims and the growth of specialized inter-
mediaries designed for particular purposes,
such as pension funds and credit unions.
Also, savings institutions have benefited
from increasing financial flows to people
with rising incomes who are neither familiar
with the mechanics of investment in mar-
ketable securities nor able to save in large
enough increments to make such investment
generally practicable.
Reflecting these and other factors, marked
differences have occurred in the rates of
savings inflow to the various financial in-
termediaries. As a result, some types of
institutionalized assets now account for a
larger share of the total held by consumers
than a decade ago, while others have de-
clined in relative importance.
Demand deposits. Consumer sector hold-
ings of demand deposits and currency in-
creased by about 20 per cent over the past
10 years. This advance was much smaller
than for most other institutionalized asset
forms, so that these holdings declined con-
siderably in relative importance. One rea-
son for the decline has been the regulariza-
tion of payments through the growing use of
monthly billing in connection with credit
cards, charge accounts, and instalment
contracts. This has helped coordinate the
timing of consumer payments with their
income flows so that the amount of deposits
necessary to satisfy a given volume of trans-
actions has tended to fall.
Even more significant has been the ap-
parent decline in the use of money as a
liquidity reserve. The increase in returns
available on savings accounts and short-
term marketable securities has provided an
inducement to shift out of currency and de-
mand deposits. Such interest-bearing claims
also have gained in acceptability as liquidity
reserves as people have become more con-
fident that they can effect prompt with-
drawals. In addition, more frequent interest
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NOTE.—Savings deposits are time and savings deposits at
commercial banks and deposits at mutual savings banks and
the Postal Savings System. Savings shares are those at savings
and loan associations and credit unions. Insurance reserves
include those in government systems as well as private life
insurance companies. Pension fund assets are those in both
government and private plans, including plans administered by
life insurance companies. Flow-of-funds data for end of
year; corporate stock valued at market.
payments have made possible some earnings
on funds invested even temporarily.
Other depositary claims. In contrast to
the moderate increase in demand deposits,
consumer sector holdings of savings deposits
and shares increased by one and a half times
between 1951 and 1961 and rose from 28
per cent to 39 per cent of the sector's insti-
tutionalized assets. Shares at savings and
loan associations and credit unions increased
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by three and one-half times while savings
and time deposits at commercial and mutual
savings banks less than doubled. These dif-
ferences in growth rates have tended to
narrow in recent years, however, partly be-
cause the spread in rates paid on savings by
these institutions has narrowed.
The growth in depositary savings forms
has tended to vary from year to year, espe-
cially at commercial banks. Savings account
balances of the consumer sector increased
more rapidly during economic downturns,
reflecting greater caution at such times and
also the fact that rates paid depositors re-
mained stable while yields on marketable
securities declined. Savings balances in-
creased less rapidly during economic expan-
sions. Variations in savings account flows
have thus compensated in part for wide
cyclical fluctuations in net consumer acquisi-
tions of market instruments.
U. S. savings bonds. Individual holdings of
U. S. savings bonds declined over the last
decade from $49 billion to $46 billion, de-
spite the accrual of interest. In relation to
total institutionalized assets, such holdings
dropped from 18 to 10 per cent. This reduc-
tion reflected the coming to maturity of the
large number of bonds purchased during
World War II. In addition, the strong com-
petitive attraction of other forms of saving
tended to hold down sales and induced sub-
stantial redemptions prior to maturity.
Contractual claims. Accumulated reserves
for future insurance and pension benefits
more than doubled between 1951 and 1961,
rising from 33 per cent to nearly 40 per
cent of total consumer sector holdings of
institutionalized assets. Total assets of the
pension plans, including those administered
by insurance companies, more than tripled;
reserves for life insurance policies rose by
about a half but declined somewhat in rela-
tive importance. Each type now accounts
for about 20 per cent of total consumer
assets in institutionalized forms.
Pension assets at the beginning of the
decade were small; the total was less than
half that of life insurance reserves. Excep-
tionally rapid growth in the size and cover-
age of pension plans occurred during the
1950's, however. Two factors contributing
to this growth were the earlier enactment of
legislation liberalizing the requirements un-
der which employer contributions could be
deducted from taxable income and the
spread of pension plans through labor-
management negotiations.
Some nongovernmental pension plans are
administered by insurance companies, oth-
ers directly by the corporations concerned
or by designated trustees. Assets of the sec-
ond type have grown more rapidly, rising by
more than four and a half times during the
decade compared to a tripling of the re-
serves of insured plans. The greater latitude
for investment by noninsured funds, partic-
ularly in common stock, appears to have
accounted for much of this difference. Re-
cently, however, several States have enacted
legislation permitting life insurance compa-
nies greater flexibility in their investment
of pension assets if these are segregated
from their other assets.
Assets of governmental retirement plans
also grew sharply during the decade. State
and local government systems grew some-
what faster than insured private plans, while
Federal Government systems (excluding so-
cial security) expanded more slowly.
The increase in saving through pension
plans has undoubtedly augmented total sav-
ing for retirement, especially in view of its
mandatory character and the magnitude of
employer contributions. But the growth in
such plans also has probably redirected some
saving from other financial forms, including
direct acquisitions of securities
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INVESTMENT PATTERNS
The expanding flow of saving through finan-
cial intermediaries has gradually influenced
the character and structure of the capital
markets. With the growth of pension, insur-
ance, and savings account claims, the total
of consumer savings available to borrowers
through these institutions has risen. And
the structure of the market has changed be-
cause the needs and preferences of institu-
tions differ from those of the individual in-
vestors whom they have partially supplanted.
Specific patterns of investment over the
past decade also have reflected the demands
for funds by major types of borrowers as
well as the investment preferences of par-
ticular types of institutions. The total of
such demands has shown a strong though
irregular upward movement, except that
changes in Federal marketable debt have
varied widely from year to year without
marked trend.
Mortgage credit has accounted for a ma-
jor share of non-Federal demands upon the
capital markets. The net annual increase in
mortgage debt has about doubled over the
decade, but with large year-to-year fluctua-
tions. In most recent years, mortgage debt
has absorbed substantially more in new funds
than the long-term indebtedness of corpo-
rations and State and local governments
combined.
The various financial intermediaries differ
widely in their preferences for specific credit
instruments. In part, this reflects legal and
traditional specializations, though these have
been modified somewhat in recent years.
Moreover, the different market instruments
incorporate features that may make them
especially appropriate in meeting the invest-
ment needs of particular holder groups.
Monthly amortization of mortgage loans,
for example, tends to make such assets more
suitable for institutions than for most indi-
vidual investors. Issues of corporate debt
placed privately are often tailored to the
requirements of life insurance companies.
The tax exemption privilege carried by State
and local obligations is especially attractive
to individuals with high incomes.
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NOTE.—Stock issues exclude shares of open-end investment
companies. Flow-of-funds annual data.
Mortgages. The rapid growth of savings
accounts is reflected in the increased share
of outstanding mortgages now held by de-
positary institutions. Savings and loan asso-
ciations have accounted for this expansion,
with the more slowly growing mutual sav-
ings banks holding a constant share and the
commercial banks a gradually declining
proportion of the rising mortgage total.
Though mortgage holdings of life insurance
companies and consumers have continued
to increase, their relative importance in the
total has declined.
Annual increases in mortgage debt have
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varied widely. The rise was especially sharp
in 1955 and 1959, but much less in 1957
and 1960. The funds available for mortgage
lending by specialized institutions, such as
savings and loan associations, have depended
predominantly on a fairly regular and ex-
panding annual inflow of saving not neces-
sarily related to the changing total of mort-
gage demands. And although life insurance
companies and savings banks increased the
proportion of their net inflow going into
mortgages in 1955, their acquisitions since
then also have shown no clear relation to
variations in current mortgage demands.
Thus the balancing of supply and demand
in the mortgage market appears to have
been performed principally by commercial
banks and by Federally sponsored lending
activities. Bank participation in mortgage
lending, especially on 1- to 4-family prop-
erties, declined sharply in both 1957 and
1960, when other credit needs were large,
but rose in years of more rapid mortgage
debt expansion. In 1955, moreover, banks
made a large volume of loans to other finan-
cial institutions so that these could take down
mortgage commitments in excess of their in-
flows of funds.
Corporate bonds. Flows of saving through
life insurance companies, now as in 1951,
constitute the major source of funds for
long-term corporate borrowing. Direct place-
ments rather than purchases of publicly
offered issues continued to be the major
method of acquisition.
The most striking development of the
decade, however, grew out of the rapid ex-
pansion of noninsured pension funds, whose
share of all corporate bond holdings rose
from a tenth to more than a fourth. The
increase was divided between self-adminis-
tered corporate pension funds and State and
local retirement funds. The latter increas-
ingly have been granted greater latitude to
buy publicly offered corporate bonds in addi-
tion to Government and municipal secu-
rities.
U. S. Government securities. Government
securities play a significant role in the asset
structure of institutional investors, both as
long-term investments and as a temporary
repository for funds. For most nonbank in-
OWNERS OF SELECTED MARKET INSTRUMENTS
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NOTE.—Yellow area above white line is portion held by
consumer sector through ownership of open-end investment
company stock. Pension funds are noninsured private funds
and State and local government retirement systems (assets of
insured private plans are included with life insurance com-
panies). Depositary institutions are commercial and mutual
savings banks, savings and loan associations, and credit unions.
Stock of open-end investment companies is excluded from
total outstanding. Flow-of-funds data for end of year.
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stitutions, however, Government securities
declined in relation to total assets through-
out the decade. This reflected the unusually
heavy concentrations built up during the
war when other investment opportunities
were limited and Government debt was ex-
panding rapidly. The trend in holdings has
not been greatly influenced by the fluctua-
tions in Federal financing needs since then,
although the rate of decline has slowed in
recent years.
State and local securities. Exemption of
interest paid on State and local obligations
from Federal income taxation has tradition-
ally attracted investment by high-income in-
dividuals and by financial institutions fully
subject to the corporate income tax. Life
insurance companies and mutual savings in-
stitutions have had little incentive to accept
the lower pre-tax yield associated with this
feature. The share of State and local govern-
ment securities held by individuals declined
slightly over the last decade, but their
holdings still account for about 40 per cent
of the total. During the same period, the
share of State and local debt held by com-
mercial banks also decreased slightly on bal-
ance. Holdings of fire and casualty insur-
ance companies have grown considerably
in relative importance in this market.
Corporate stock. The expansion of institu-
tional activity in the stock market in recent
years has attracted widespread interest. Con-
tributing to this increase has been the rapid
growth of corporate noninsured pension
funds. But despite large annual purchases by
these funds, their share of stock ownership
over the 10 year period rose from less than
1 per cent to only about 2.5 per cent of
the total market value of stock outstanding.
And the proportion held by life insurance
companies has declined slightly and
amounted to little more than 1 per cent of
the total at the end of the decade.
The overwhelming bulk of corporate
stock—more than 90 per cent—is still held
by the consumer sector, which includes per-
sonal trusts and nonprofit organizations.
The rapid growth of open-end investment
companies, however, has brought a gradual
shift in the form of consumer stock owner-
ship. Individuals now hold about 5 per cent
of their stock assets through shares in the
mutual funds rather than through ownership
of specific corporate issues.
In certain respects, such as in their abil-
ity to mobilize large amounts of capital from
small individual savings, investment compa-
nies are similar to the financial intermed-
iaries discussed above. But they provide
relatively little new capital directly to busi-
ness users. Instead, they function as a chan-
nel through which individuals' funds for the
purchase of stocks reach a market consisting
predominantly of securities already out-
standing. Moreover, the repayment obliga-
tions of the investment companies are based
simply on a prorated allocation of the mar-
ket value of securities held at the time rather
than a stated dollar amount.
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